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You

To unclog the legal system,
we must all work harder to
avoid unnecessary lawsuits.
PCPS asks that you consider
the following questions to help
develop preventative strategies:
1. Do you understand the laws and reg
ulations that govern your activities?
Have you established policies and
procedures to help assure compli
ance with those requirements?
2. Have you established standards gov
erning the quality of your products or
services? Have you educated your
employees so that they are fully
informed of those standards? Do
you have a quality control program
in place to assure compliance with
those standards?
3. Have you established controls over
your operations to provide reason
able assurance that your customers,
suppliers and employees are
fairly treated?
4. Are you fully aware of the degree of
your exposure under the joint and
several liability laws? It may be
greater than you think.
5. Are you aware that federal sentencing
guidelines issued in 1991 permit sig
nificantly reduced penalties for whitecollar crimes in entities having an
effective program to prevent and
detect violations of law?
If, despite these preventative measures,
you’re still involved in a dispute, you may
want to encourage aggrieved customers,
suppliers or employees to turn to arbitra
tion or other forms of alternative dispute
resolution to resolve issues - a much less
costly and far more timely alternative
to litigation.
Working together, we can all help solve the
liability crisis.
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P riv a te Founded in 1977,
Companies the Private
Companies
P ra c tic e
Section Practice Section
(PCPS) is an association of
more than 6,500 local and
regional CPA firms that pri
marily serve private compa
nies. It is part of the Division
for CPA Firms of the American
Institute of CPAs (AICPA),
the national professional
organization with more than
310,000 individual members.

Division for CPA Firms
1211 Avenue o f the Americas
New York, NY 10036-8775
(212) 596-6200
Fax (212) 596-6213
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Concerns

Legal liability.
It’s a problem that
concerns us all. Indeed,
the costs of lawsuits are
affecting our country’s economy in
ways that sometimes don’t make sense
and often aren’t fair.
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Small businesses also suffer from this
liability burden. According to
research by the Private Companies
Practice Section (PCPS) of the
American Institute of CPAs - an
advocate for small business interests
since its founding in 1977 - 70% of
small business owners surveyed said
that their liability-related legal costs
had increased during the past five
years. The result: Dollars that could
have been devoted to research,
development and job creation are
instead consumed by high legal
defense and settlement costs. Plus,
more than half of those small
businesses pass some of the costs along
to consumers by raising the prices of
goods and services.
The fact is, excessive reliance on civil
lawsuits places an additional strain on
a judicial system that is already over
burdened with the significant
problems facing our society.
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Exposure to legal liability
demands that professions
and industries develop
standards to identify and address
potential problems. For CPAs,
that has meant instituting the follow
ing measures:

Doing

To Protect the Public Interest.
To ensure that the public interest is
effectively served, over the past five
years, the 310,000-member AICPA
has:
* Mandated a review of every
CPA firm’s accounting and
auditing practice. This means
that every three years, an outside
review team comes to a CPA firm
and checks its compliance with
professional standards.
* Set special standards and
requirements applicable to the
public company audits per
formed by CPA firms.
* Established stringent continuing
professional education
requirements for all AICPA
members in public practice,
mandating that they average at
least 40 hours of professional
education per year.
* Strengthened its code of
conduct to help maintain
objectivity and independence.

To Support Liability Reform.
CPAs are actively working to implement
the concept of proportionate liability.
Under this concept, damages are
assessed against each defendant based
on that defendant's degree of fault not, as under the concept of joint and
several liability, on ability to pay - except
in cases where the defendant has
intended to commit fraud. In such
cases, a defendant should be liable for
the full amount of losses incurred by the
plaintiff.
To Act on Small Business Concerns.
The AICPA - and specifically, the PCPS
- keeps abreast of important issues
affecting small business owners. Part of
this effort includes ongoing research
among small businesses, CPAs, bankers
and attorneys on issues such as the
economy, lending and financial manage
ment trends. The PCPS also acts as an
advocate for small business interests with
financial standards-setters, regulators
and Washington policymakers.

